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between cash and probable demands for cash. Under the conditions of a five-fold rise in prices which we have assumed, the amounts, stated in pounds sterling, of all Bills of Exchange, and of all Loans and Deposits, would be increased five-fold., and the Banks' reserves would require ordinarily to be increased in proportion, and must be increased in proportion unless some change in the mocle of doing business occurred simultaneously.
It is possible that under the new conditions the Banks might hold a smaller reserve in proportion to their liabilities, but I see no reason why they should, and they are just as likely to hold a larger proportion. At any rate, if they hold either a larger or smaller proportion than before, " other things " cease to be the same, and the Quantity Theory as already stated is unaffected.
All prices and wages, therefore, could only rise in these islands above their present level, other things being equal, if there was a proportionate increase of gold in use as money, whether such money be used to meet casual and occasional payments or held as reserves in the Banks.
It will be equally obvious that if prices rose to five times their present amount and the quantity of gold necessary to maintain them at that level fell off, prices and wages must fall. If they did not fail, the quantity of gold passing from hand